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Abstract 
The new management paradigm and the necessity to implement company’s strategy makes the management of the 
companies analyze characteristics and structure of the financial management system and applied investment and 
financing models using the elements of strategic and operative financial management. The analysis of methods and 
tools being applied, as well as the formation of conceptual basis for the financial management is the first step on the 
way to the enhancement of the financial management efficiency. Problems are often associated with the necessity to 
combine individual elements of financial management into a unified, well-adjusted system and to coordinate its 
functioning. Therefore, there is a growing need for the development of the financial management system that would 
be directly linked to the strategic goals of the company. Research objective: to develop recommendations for the 
formation of an effective financial management system based on process-oriented approach for Latvian multi-
business companies that would be aimed at meeting the strategic goals of the company. 
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1. Introduction 
In economic and scientific literature researches do not provide a unified, generally accepted opinion on 
the nature and role of Financial Management (FM), which results in the existence of diverse definitions. 
FM is a part of management processes integrated in company management. (Amoako, Marfo, Gyau, 
Asamoah, 2013). FM is associated with the attraction of financial resources and their efficient utilization 
for the achievement of the company’s objective. FM is an operation activity in business responsible for 
the acquisition of funds necessary for an effective performance and their efficient use. Brealey defines the 
FM as “the process of putting the available funds to the best advantage from the long term point of view 
of business objectives” (Brealey, 2008). B. Howard and M. Upton regard the FM as “an application of 
general managerial principles to the area of financial decision-making” (Howard, Upton, 1953). All the 
above definitions and other opinions (Reinaldo, Dione 2013; Calandro, Flynn, 2007; Randøy, Oxelheim, 
Stonehill, 2001; Zdeněk, 2013; Higgins, 2011; Brigham, Houston, 2014; Van Horne, Wachowicz, 2008) 
have a common acknowledgement that financial resources represent the source of economic benefit of a 
company; however, neither of these definitions mentions business goals and strategies. 
Research of scientific and economic literature also revealed other views of the essence and role of the 
FM in market and investment economy. The emerging role of the FM is associated with the formation of 
a special industry of financial services (Lazonick, 2010) and the necessity of management of company’s 
value, as it is indicated by Stanchu (Stanciu, 2013). Fama points out that the market value of company’s 
stock serves as a measure of its ability to generate future cash flow (Fama, 1970).  
Within the framework of this research a multi-business company means a company involved in several 
types of business activities for which information on the efficiency of each type of activity is essential. 
Thus, the authors of the paper view a strategically oriented financial management as a specific process of 
planning, implementation, control and management decision-making ensuring management, 
administration, and efficient utilization of funding sources, fixed and current assets at a strategic and 
operational level to ensure long-term sustainable development for maximization of welfare of owners 
(shareholders) and market value of the company. 
Two serious problems arise in practice in the course of development of a strategically oriented FMS:  
x choosing a conceptual platform to be used for the designing the system;  
x determination of the complex of methods and instruments to be applied. 
To answer characteristic questions of entrepreneurs and business owners: “Why information on 
company objectives and strategies does not reach actual performers?” and „Can the FM facilitate the 
realization of company’s strategy and achievement of its goals?” it is necessary to consider the following:  
x Companies often lack the FM system comprising strategic and operative levels;  
x There is no sufficient link between methods and tools at certain levels FM system levels;  
x Therefore, there is no link between different FM system levels.  
2. Literature Review  
Financial Management System (FMS) is understood by the authors as an interrelated, scientifically 
grounded complex of methods and tools for planning, implementation, control, analysis, timely 
correction, and adjustment of strategic and operative financial goals, planning system and activities of a 
company. 
Considering the structure of the FMS the following two levels can be marked out: strategic and 
operational. Considering the FMS as a balanced mechanism of management the authors specify the main 
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elements: managing sub-system, managed sub-system, and influencing sub-system. Interaction of these 
three sub-systems takes place in the following way: the managing system with the help of tools and 
methods of FM (influencing sub-system) acts directly upon the managed sub-system to achieve the main 
goal of the FM of the company – increase in market value and stable development of the company. It is 
evident that the efficiency of the FM mechanism to a great extent depends on the efficiency of methods 
and tools being applied. These methods combined in a well-working system can ensure a synergy effect 
to raise efficiency of the FM with relatively low costs. 
Considering a strategically oriented FM the most promising theoretical approach has been chosen and 
justified in the work, the possibility to apply the chosen approach in the FM has been investigated, 
organizational support of FM has been defined, and the notion of financial structure has been specified. 
While investigating various improvement systems and improvement conceptions the authors came to a 
conclusion that, owing to appearance of a new concept of “business processes reengineering” in the 
theory of business (Gaitanides, 2012), business management started to focus more deeply to organization 
of processes also in practice (Scheer, 2012, Ferstl, Sinz, 2001). As early as in 1984 Scheer described 
business processes and their realization using a chain diagram of processes (Event driven Process Chain) 
(Savina, 2011a). Business processes management allow achievement of high efficiency of a company 
focusing on customer demand (Hammer, Champy, 2003). Process-oriented approach aligns the 
requirements to all participants of a process, reduces the effect of human factor, and the company 
becomes a self-regulated system (Savina, 2011b)). In the 60’s of the past century the methodology of 
structural analysis was developed and complex SADT (Structured Analysis and Design Technique) 
systems were projected (Jbira, Lakhoua, 2012). Process-oriented approach was included in Malcolm 
Baldrige National Quality Award (MBNQA) model (DeJong, 2009, ASQ official website) and the 
European Foundation for Quality Management (EFQM) Excellence Award model (EFQM official 
website). Introduction of most advanced company management system into a functionally oriented 
structure does not provide an expected effect and – quite the contrary – raises expenditures and usually 
reduces general efficiency (Savina, 2011b). 
In the course of development of process-oriented approach there appeared such management 
technologies as business process reengineering and activity-based management. The first step in 
application of process-oriented approach is to register and describe business processes. The subsequent 
analysis and evaluation of the efficiency of functioning of business processed form the basis for 
reengineering of these processes (Elzinga, Horak, Lee un Bruner, 1995; Hammer un Champy, 2003).  
Investigating the essence of process-oriented approach the authors came to a conclusion on the 
possibility of its effective use only under the conditions of organization of appropriate financial structure. 
Financial structure of the company is formed on the basis of economic and financial links between centres 
of responsibility; therefore, specific costs and income are grouped in the centres of responsibility. 
Financial structure determines the procedure of creation of financial results and distribution of 
responsibility for overall performance of the company.  
In the course of the research it is supposed to test following hypotheses:  
 
H1: Basing upon the methodology developed within the framework of the paper it is possible to create the 
financial management system, which would allow achievement of the set strategic objectives. 
H2: Developed FMS would allow increasing an economic potential of a multi-business company in the 
conditions of a changeable economic environment. 
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3. Methodology 
3.1. Research Goal 
The goal of this research is, on the basis of the investigation, analysis and synthesis of contemporary 
publications on the topic of financial management to design methodological approach for the formation 
effective financial management system for the multi-business companies, as well as to prove its economic 
advantages.  
3.2. Sample and Data Collection 
To carry out the research, to explore the goal of the research, and to test the hypotheses an abstract-
logical method (empirical and theoretical analysis), graphical method, qualitative method (monographic 
method), constructive method of calculation, and statistical methods have been used.  The informational 
background of the paper is based upon Latvian and foreign scientific publications and fundamental 
researches, encyclopaedic sources, expert opinions, publications in periodicals, materials of international 
conferences, reference materials published in the internet, as well as analytical resources.  
To prove the advantages of the developed FMS of the company primary data obtained in the course of 
expertise using sociological methods have been applied. The authors have also used the method of 
evaluation in analytic hierarchy process (hereinafter referred to as AHP) developed by the Thomas L. 
Saaty. The assessment of the FMS has been made with the help of expertise. The following software has 
been used for data processing: MS Excel 2010, MathCAD 15.0, and Matrix 1.0. 
In the course of the expert survey the method of structured in-depth interviews was used with a complex 
of questions identical for all respondents. The interviews were conducted individually during meetings in 
person, as the contents of questions and their extent caused the necessity for additional explanations.  
More than 40 specialists (professors, doctors of economics, mathematics and engineering sciences, 
managers and owners of various companies, financial directors, and financial analytics, experts of the 
Ministry of Transport of the Republic of Latvia, Ernst & Young Baltic, and certified financial managers) 
took part in the survey. Qualifications of the involved specialists ensured obtaining of all necessary 
information on the problem and validity of the acquired data. To aggregate the experts’ evaluations using 
analytical hierarchy process geometric average index was taken. Determination of average value of 
experts’ judgements was carried out at the level of matrix elements; uniformity of the judgement matrixes 
drawn by the experts is sufficient. Hierarchy of criteria for the evaluation of FMS efficiency consists of 
four levels. Criteria are divided into four groups by management phases according to Deming (Deming, 
1993). In order to determine relative importance of hierarchy elements a ratio scale was used (Saaty, 
2008). 
3.3. Analysis and Results  
The methodology for the creation of strategically oriented FMS is based upon the results of the 
performed theoretical research and could consist of the following successive and interrelated stages:  
(1) Defining the company’s mission, strategic directions, and general objectives of activities of the 
company.  
(2) Elaboration of the system of coherent indices.  
(3) Identification and classification of business processes and activities.  
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(4) Design of the financial structure and corrections of the organizational structure. 
(5) Development of the process-oriented budgeting system.  
(6) Introduction of new tools of the FM and a more extensive use of the existing FM tools in the 
verification and analysis of company’s performance: (a) utilization of all capabilities offered by 
ABC model including the analysis of customer and distribution channels profitability; (b) analysis 
of efficiency of business processes and centres of financial responsibility; (c) use of analysis of 
budget deviations; (d) use of financial and economic analysis in evaluation of financial position of 
the company; (e) use of risk management methods in managerial decision-making. 
(7) Business process reengineering: (a) development of recommendations for the optimization of 
business processes; (b) introduction of the recommended changes in business processes. 
Investigating the essence of process-oriented approach the authors came to a conclusion on the 
possibility of its effective use only under the conditions of organization of appropriate financial structure. 
The authors proposed the financial structure of the company which is conceptually based upon the 
process-oriented approach and becomes the tool of the company management both at operational and 
strategic level; such financial structure (Figure 1).  
 
 
Fig. 1. Financial structure of the multi-business company  
Designed by the authors 
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Considering the FM as one of the sub-systems of company’s management system on the one hand, and 
as the system of continuous improvement on the other hand, the authors marks out several stages (phases) 
of the FM. The scheme proposed by the author is based upon the approach introduced by Walter 
Shewhart in 1939 and developed by Edward Deming in his works. This approach is called the Deming 
cycle (Deming, 1993). The latest version was named as “improvement models”, when management is 
implemented in accordance with the following scheme: (1) planning, (2) implementation, (3) verification, 
(4) effect. Each stage has certain characteristic management tools and methods (Savina, 2011a): ABB, 
system of coherent financial indices, financial structure, ABM, business process reengineering, financial 
analysis, ABC, and the method of control of budget deviations (Fig. 2.). 
 
 
Fig. 2. Methods and tools of financial management (Savina, 2011b) 
 
Strategically oriented FM based on a process-oriented approach and financial structure ensures:  
x forms the basis for strategically justified managerial decision-making; 
x helps to find the shortest ways to the achievement of strategic objectives; 
x represents a tool for forecasting future opportunities; 
x reduces financial risks. 
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Using the Deming model the FM can be turned into the process of continuous improvement during 
which a logical sequence and concordance of all its elements is ensured for the achievement of strategic 
objectives of the company. To ensure that the FMS functions both at operational and strategic level it is 
necessary to develop a coordinated two-level system of financial indices: strategic and operational 
(Fig.3). 
 
 
Fig. 3. The chart of formation of the financial management system (the result obtained in the paper)  
Designed by the authors 
Explanation: ABB - activity-based budgeting; ABC – activity-based costing; SCDI – system of coherent financial indices; 
KI – key indicators; FRC – financial responsibility centres; POM – process oriented management; BP – business process.  
 
The system of coherent financial indices developed by the authors can form the basis for performance 
monitoring of the company, which will provide managers with useful information and simplify the 
process of decision-making. Methodological approaches developed by the author for the formation of a 
well-balanced financial management system allow creation of the system able to respond to the changes 
in business environment in a timely manner. It’s mean that basing upon the methodology developed 
within the framework of the paper it is possible to create the financial management system, which would 
allow achievement of the set strategic objectives (Hypothesis 1 is supported).  
 
To evaluate applicability and effectiveness of the financial management system developed by the 
authors expertise has been conducted analytic hierarchy process (AHP) has been used as a method for 
assessment of advantages of the developed financial management system. To aggregate the experts’ 
evaluations using analytical hierarchy process geometric average index was taken. Determination of 
average value of experts’ judgements was carried out at the level of matrix elements; uniformity of the 
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judgement matrixes drawn by the experts is sufficient. Hierarchy of criteria for the evaluation of FMS 
efficiency consists of four levels. Criteria are divided into four groups by management phases according 
to Deming (Deming, 1993). In order to determine relative importance of hierarchy elements a ratio scale 
was used (Saaty, 2008). Aggregate results of the pair-wise comparison of the phases of management 
cycles are expressed in the matrix: 
 
Table 1: Matrix of pair-wise comparison of the second level criteria 
Phases P D С А 
P Plan (Planning) 1,00 2,01 0,79 0,54 
D Do (Implementation) 0,50 1,00 1,33 0,66 
С Check (Verification) 1,26 0,75 1,00 0,66 
А Action (Impact) 1,87 1,51 1,51 1,00 
 
Relative value of each criterion can be found though matrix solution, thus acquiring the vector of 
priorities. Vectors of priorities of the third level criteria matrix are summarized in the Table 2. 
Concordance indices (CI) and concordance ratios (CR) of all matrices are indicative of the concordance; 
furthermore, deviations do not exceed acceptable limits (10%). 
Table 2: Pair-wise comparison matrix for the third level, solution and concordance 
 
Planning phase criteria P1 P2 P3 P4 P5 
Vector of 
priorities 
P1 Link between budget and strategy 1,000 1,787 1,516 0,904 1,077 0,239 
P2 Complexity 0,560 1,000 0,824 0,615 0,894 0,149 
P3 Continuity  0,659 1,213 1,000 0,880 0,871 0,178 
P4 Accuracy 1,106 1,626 1,137 1,000 1,464 0,245 
P5 Flexibility 0,929 1,119 1,148 0,683 1,000 0,189 
    SI  0,007  SA  0,006 λmax    5,027 
 Implementation phase criteria D1 D2 D3 D4 D5  
D1 Unity of objectives 1,000 1,746 1,394 1,206 1,951 0,271 
D2 Degree of specification 0,573 1,000 0,762 0,725 2,015 0,175 
D3 Risks 0,717 1,312 1,000 1,673 2,125 0,243 
D4 Conformity 0,829 1,379 0,598 1,000 1,967 0,203 
D5 Delegation of authorities 0,513 0,496 0,471 0,508 1,000 0,109 
    SI  0,017  SA  0,016 λmax    5,070 
 Verification phase criteria C1 C2 C3 C4 C5  
C1 Responsiveness 1,000 1,242 1,188 1,631 1,708 0,254 
C2 Use of management tools and methods 0,805 1,000 0,612 2,047 1,824 0,217 
C3 Management technologies 0,842 1,633 1,000 1,790 1,884 0,261 
C4 Degree of specification of reports 0,613 0,489 0,559 1,000 0,947 0,133 
C5 Conformity with the accounting policy 0,585 0,548 0,531 1,056 1,000 0,136 
   SI 0,014 SA 0,012 λmax    5,054 
 Impact phase criteria A1 A2 A3 A4 A5  
A1 Responsiveness 1,000 2,143 0,830 1,895 2,040 0,272 
A2 Management technologies 0,467 1,000 0,649 2,353 1,983 0,198 
A3 Strategic orientation 1,204 1,541 1,000 2,860 1,937 0,295 
A4 Delegation of responsibility 0,528 0,425 0,350 1,000 0,766 0,105 
A5 Systematicity 0,490 0,504 0,516 1,305 1,000 0,129 
   SI 0,024 SA 0,021 λmax    5,095 
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Doing pair-wise comparison on the forth level hierarchy (Matrix of global priorities) the authors 
illustrates a comparative efficiency of the FMS in relation to the third level criteria. The resulting vector 
of alternative priorities has the following values: 
SS      FM 
W= {0, 752996; 0, 247004} 
For FM system before improvement: W vector is equal to 0, 247004. 
For the process-oriented FMS: W vector is equal to 0, 752996. 
Lower level priorities reflect a relative effect on the top of the hierarchy. The analysis of the value of 
the obtained vector shows that more efficient is the strategically oriented financial management system of 
the company. This, in turn, speaks of the trueness of the Hypothesis (2). 
Conclusions  
In general terms the main results of the authors’ research are the following: 
x a well-balanced complex of the financial management tools and methods applicable to Latvian 
multi-business companies has been created;  
x this logical complex of financial tools and methods has been introduced in the FM of the 
company using E. Deming’s model of continuous improvement.  
The methodological approach to the formation of the FMS developed by the authors ensures viability of 
company by achieving an interaction of all levels of the FM. This means that the strategy and objectives 
of the company are communicated in practice to the performers with no barriers (Fig. 3). The developed 
FMS allows essential reduction of costs associated with preparation of managerial decisions, as well as 
improvement of their justification and promptness of decision-making. 
Effectiveness of application of the methods of strategically oriented financial management system 
proposed by the authors is proved by the results of analytical hierarchy process (AHP). Lower level 
priorities reflect a relative effect on the top of the hierarchy. The analysis of the value of the obtained 
vector shows that more effective is the strategically oriented financial management system of the 
company developed by the authors. 
Main results of the research can be used by Latvian multi-business companies in implementation and/or 
improvement of FMS. The following aspects are of practical importance: 
x strategically oriented FMS connected with the company objectives allows defining the role of 
each business process in the achievement of these objectives; 
x the system of consistent financial indices allows division of key performance indicators by the 
centres of financial responsibility, business processes, and types of activities; 
x formation of a strategically oriented FMS and the algorithm of its implementation. 
Recommendations proposed by the authors of the paper provide the answer to the question of creation of 
a well-balanced, strategically oriented financial management system for a multi-business company.  
1. In the course of creation of a system of coherent financial indices two levels (strategic and 
operational) of financial indices should be formed;  
2. Identification of business processes and types of activities and their classification;  
3. In the course of formation of financial structure and correction of organizational structure it is 
necessary to perform direct modelling of the financial structure and separation of responsibility 
centres by the nature of economic indices; 
4. In order to construct an activity-based budgeting system it is necessary to develop of budget structure 
and to coordinate accounting policy with budgeting system.  
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